
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter ofi 

ADJUSTMENT OF RATES OF KENTUCKY-AMERICAN ) 
WATER COMPANY ) CASE NO. 94-197 

O R D E R  

IT IS ORDERED that Kentucky-American Water Company ( IIKentucky- 

American") shall file the original and 12 copies of the following 

information with the Commission by September 26, 1994, with a copy 
to all parties of record. Each copy of the data requestad should 

be placed i n  a bound volume with each item tabbed. When B number 

of sheets are required for an item, each sheet should be 

appropriately indexed, for example, Item l(e), Sheet 2 of 6 .  

Include with each response the name of the witness who will be 

responsible for responding to questions relating to the information 

provided. Careful attention should be given to copied material to 

ensure that it is legible. Where information requested hereln hao 

been provided along with the original application, in the Pormat 

requested herein, reference may be made to the specific location ce 

said information in respondlng to this information request. Wheri 

applicable, the information requested herein should be provlded for 

total company operations and juriedlctionaloperations, separately. 

1. Refer to the response to Item 5 of the Commisslon'e 

August 4, 1994 Order. 



R ,  Do the 41,650 cuotomnre that wlll bo contacted 

betwoon 1995 nnd 1999 ropreaent tho total irumbor of home6 In 
KRntucky-Aaiorlcan'o oorvlce tarrltory that wora bullt baforo 19R07 

b .  Why hau Kuntucky-Aiiiarlcan projectad that only 30 t o  

40 percent of thoae contacted wlll partlclpato I n  ito retroflt 

program? 

c I  Are apartmanto Included in the 41,690 ciietomere that 

wlll bo contactad between 1995 and 19991 

2. a. Refer to tho rooponae to Item 10 of the Commlaaion'o 

Auguet 4, 1994 Order. Provlda tho eamo lnformatlon on an annual 

baala. 

b. Blnce approxlmntoly 93 porcant of the aonetructlon 

projeota atartod or completod betwoen January 1, 1984 and December 

31, 1993 wore atartad or camplated bohlnd achedulo, how can the 
lnveatment budget achadule prreentod by Kentucky-Amorican be 

realletlc and reliable? 

3. Hofer to tho reaponeo to Item 11 of the Commlealon'o 

Auguet 4, 1994 Ordar. Provlde a detallad analyule of the bids when 

the contract Cor the Kentucky Rlver Food Bulldlng io awarded. 

4 .  Rueor to the reoponua to Item 12 of tho Commleelon'e 

Auguot 4 ,  1994 Order. Provlda the actual coat whun avallable to 

conetruct tho Jack'o Crook Plpellno. 

5 .  Hefar to tho rosponee to Item 132 of the Attorney 

Oenaral'u data roquaet of Auguot 4, 1994. Are tho projectad 1994 

oxpendltureo for "DP92-12 DOVO~OD Sourca of 6upply" conelderad 

d06lpn and dovalopment coets? 
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6 .  I C  a satisfactory source of supply could be obtained from 

the Kentucky River, would Kcntucky-Amrrican build the Louiaville 

pipeline? 

7. Rcfor to the reaponus to ftain 18 oE the Conunlaaion'a 

Order of August 4, 1994, Since an applicntion Cor B CertlCicato OR 
Public Convenience and Necessity 1s projected to be Pilad i n  1999, 

provide the anticipated construction schedule. 

8. Refer to the response to Itam 19 of tha C O ~ l l \ ~ 8 8 ~ O I ~ ' O  

August 4, 1994 Order1 

a. Does the Kentucky River Authorlty intend to 

If reexamine the Kentucky River supply deflclt i n  the mar future? 

yes, provide any schedule that may exist for uuch raaxanilnation, 

b. Docs the Kentucky River Authority have a 

construction schedule for eliminating the supply deficit I n  the 

Kentucky River? If y e s ,  provide the schadule. 

9. Refer to the response to Item 20 of tha Commifleionla 

August 4, 1994 Order. Provide a drtalled definition of the aupply 

deficit referred to in th!o rtlnponoe. 

10. Refer to the response to Item 21 of tho COliir:lLP.OiOt1'8 

August 4, 1994 Order: 

a. Does the inability to cont ro l  and track cant8 i n  

Account 183 - Preliminary Survoy t Invoetigation juotlry lgnorlng 

the requirements of the Uniform ByOtem of Accounts for C l m O  A and 

B Water Companies as prescrlbed by the Commiooion? 

b. Explain why Kentucky-Amarlcan cannot lmglemonk the 
1381110 control system for Account 183 - Prellmlnary Burvay G 
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Investigation that is ueed to monltor Conekructlen Work X n  

Progross. 

11. a i v u n  that Carre No. 9 3 - 4 3 4 '  I u  noL 61 oertlt'loate 

proceeding but an invoetigallon of Ket~~uOky-Aiiiei,[~anle demand 

forecast and oourcee of eupply, how wlll the deolcrlnn In that o a m  

impact the inclueion or oxolueioti of tho plpellno exgondiLures In 
this case? 

12. Refer to tho response to l to i i i  1 3  of tho Conimlerrlon's 

August 4, 1994 Order. Kentuoky-Amerlcan herr propoeod to ohange Ita 

forecasted capltal struature to reflect the roduotlon In short-term 
debt cauaod by slippago. Provlda u detslled oxplanatlon arr Lo why 

the slippage factor reductlon ko oapltal conetruotlon oxgendltursa 

would caufIa u changa In Kentuoky-Amerloan'8 oeplkal struoturo when 

i n  thriory oxpcnditures cannot be traaed Lo thelr muroe oC Cundlng. 

13. RcEor to the responee to Iterii 24 of the Cornmiasion's 

Auciunt 4, 1994 Order. Are e l l .  rriaLerlaLa purohaaed for  a 
construction project elrnllar to the YackIB Craek Plpellne rcroordsd 

i n  the 61:ock E Plant MtIteriUlE account before they are charged to 

a opecific work order?  

14. Rotor to the responsee to Iteriiu 29 and 31 of the 

Commisflion'n RUgUQt 4, 1994 Order. Ulven that: all rralorled and 

non-unlon ornployeoe wctga lnoreeeeo aro based on 61 porformanae berred 

pay syotem, how can Kentuaky-Ameriaen predict an emgloyoe'a 

performanco i n  advanco. 

I Case No. 93 -434 ,  A n  Inveetlgatlon of the Bouroerr of  Bupply and 
Future Domand cf Hontuoky-Amerlcen Wites Company, 
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15. R e f e r  to tho reaponoe to Itom 35  oP the Commiaeion'a 

Ruguet 4, 1994  Ordori 

a. Kentucky-American did not provide a reaeon Por 

swltchlng Prorii a 6-yoar avorage as used in it8 laat rate caee to a 

5-year averago an now propoaad Cor calculating Porecaated Cue1 and 

power. Provlde a detailed roanon Por changing the everagea. 
b. Recalculate the Corecastad Puel and power expense 

using a 6-yoar average, Provide all workpapars and aesumptiona 

used In the recalculatlon. 

16.  Refer to the reaponee to Item 42 oP the Commio8ion'a 

August Q r  1994 Ordart 

a ,  Kentucky-American explained that it ueed a 13-year 

hlt3tOry oP weighted average incraases to calculate Porecaeted 

chemical axgonee because that warn the same mathodology used by the 

Commlesion In the prevloue rate 04se.~ how eve^, the Commieelon 

used an 11-year averago in ito calculation. Explain why Kentucky- 

American used a 13-yoar averaga rather than a 11-year average. 

b. Recalculatc Kentucky-American'e Porecaeted chomical 

expense using an 11-year hletory oP weighted average Increase. 

Provide all workgaporo and asaumptiono uaod in tho recalculation. 

17. Refer to the reegonee to Item 4G(a) oP the Commieslon'e 

August 4, 1994 Ordor. Provido a copy oP the June 30, 1994 letter 

referenced In that rooponeo. 

2 Case NO. 92-452, Notice Of Adjuetmant Of the Rate6 of 
Kentucky-Amerlcan Water Companyr Order dated November lgr 
1993. 
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18. In its responae to Item 48 of tho Commianion’n August 4, 

1994 Order, Kontucky-American stated that the West Vlrglnia- 

Amorlcan Water Company (“West Vlrglnla-American”) lncreased its 

staPP to porPorm the aervlcaa prsvloualy provided by the Southern 

Reglon of ttm American Water Works Service Company (“AWS”). 

n .  Provide a detailed deacrlptlon of the staff 

increases Including number of employees, job titles, job 

deacrlptiono, and salaries. 

b. HOW haa, the West Virginia Commission reacted to 

these staff lncroasos? 

c. What was the affect on West Virglnla-American‘s 

operatlng coot of incraaslng staff and elimlnating AWWS chargeo? 

d. Io Kontucky-American coneidering to increase Its 

staff to ellmlnate the need fo r  the AWWS? 

19. 111 rosponoo to Itom 50 of the Commisslon’s August 4 ,  1994 

Order, Kentucky-American provided no response but reeerenced i t s  

response to Itom 46(a) of tha same Commieelon Order. Provide a 

detailed rcoponsa to the question. 

20. Refer to the response to Item 53(a) of the Cornlesion‘s 

August 4, 1994 Order1 

a. Since each subsidiary rocelves the mame IS services, 

except for  tho number of bllls procensed, provide a detailed 

explanation for not dividing the data proceaslng coats evenly 

between tho operating eubeidiarieo. 
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b. Why would the installation of a computer system or 

soetware be allocated rather than directly billed to each 

subsidiary? 

21. Refor to the response to Item 54 oe the Conunission'a 

AUgUEt 41 1994 Orderi 

a, Provide an analyeio comparing the costs for data 

processing if all eervicea are pereormed by Kentucky-American to 

such eervicea being performed by both Kentucky-American and AWWS. 

Explain why the data procossing would have a better b. 

quality if performed by tho AWWS. 

2 2 .  Tho responses to Itemo 56 and 57 of the Commisoion's 

August 4, 1994 Order fail to indicate whether any analyaie or study 

oxists to support the mtatements referenced in thoee items. Does 

any analysis or study exist? If y e s ,  provide copies. 

23. Rofer to the response to Item 59 of the Commiseion'e 

August 4, 1394 Order. Provide a detailed description oe the 

services tho AWWS Accountants provide to the operating 

oubsidiaries. 

24. Refor to the response to Item 68 of the Commission's 

August 4, 1994 Order. When available, provide the retro 

adjustments for the 1989 insurance policy period f o r i  the real b 

personal proporty; the workers compensation; and the general 

liability. 

25. Explain if Kentucky-American's fuel and power expense 

varieo directly with its volume of water sales. 
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26. In Case No. 92-452 the Commission reduced forecasted fuel 

and power oxpense because Kentucky-American's fuel and power 

budgots historically exceeded the actual results. Given this past 

doclaion, cxplain why forecasted fuel and power expense is more 

roliable than trended historical data. 

27. RoEor to the response to Item 74 of the Commission's 

August 4, 1994 Order, For the period of 1984 through 1993, the 

ratios of actual to budgeted programmed maintenance is 86.62 

percent. Sinco the historical trend shows that budgeted programmed 

maintenance QXCeedS the actual results, explain why forecasted 

programmed maintenance should not be adjusted to reflect that 

trend. 

28. Rocalculste Kentucky-American's forecasted revenue 

requirement and rate base to reflect the historical trend that 

actual programmed maintenance is 86.62 percent of the forecasted 

amount. Provide detailed workpspers and calculations to show the 

impact to Qnch element of rate base and cost of service. 

29. When available, provide the monthly variance reports for 

the period oP April 1994 through January 1995. 

30. Refer to the memorandum from R. D. Sievers dated April 

29, 1994 provided in responee to Item 129 of the Commission's 

August 4, 1994 Order. 

a. Tho estimate for pension expenee and allocations of 

the ostimstod cxpenoe were revised aa of April 27, 1994. Why were 

theso revielone not considered when making the estimate for 

allocation of pension expense for the forecasted test year? 
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b. The memorandum indicated final allocations of 1994 

pension expense, pension contribution, and OPEB cost will be made 

using July 1, 1994 census data. Provide schedules showing these 

final allocations. If the information is not yet available, state 

the expected availability date and provide the Schedules when 

available. 

c. Schedules attached to the memorandum showed the 

following A W S  OPEB allocations for Kentucky-American: Voorheea - 
$27,938, Belleville - $2,965, Hershey Data Center - $13,007, and 
Regions - $23,810. These allocations total $67,800. The response 

to Item 140 of the Commission's August 4, 1994 Order reported an 

AWWS OPEB allocation of $80,932. Explain the discrepancy between 

these figures. 

31. Refer to the documents provided in response to Item 129 

of the Commission's August 4, 1994 Order. 

a. According to the 1994 interim actuarial report, 

Table 4, a discount rate of 7.25 percent and a health care cost 

trend rate for 1994 of 12 percent declining to 5.5 percent in 2004 

and after were used in calculating OPEB expense. However, James E. 

Salser's Exhibit JES-3 reported a discount rate of 8 percent and a 

health care cost trend rate of 13 percent for 1994 declining to 6 

percent in 2011 and after. Clarify which discount rate and trend 

rates were used to calculate the requested OPEB expense of 

$670,879. 
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b. Pages 2 and 4 of the Towers Perrin mini-survey 

"Trends in Key Actuarial Assumptions Under FAS 87 and FAS 106"  were 

not included in the response. Provide the report in its entirety. 

32. The response to Item 134 of the Commission's August 4, 

1994 Order reports an expense of $6,278 for postemployment benefits 

included in revenue requirements. Is this Kentucky-American's 

allocation of the initial effect of applying SFAS 112 which will be 

reported as a change in accounting principle and, as such, is not 

a recurring level of expense? 

33. Is an allocation for AWWS pension costs included in 

management fees? If so, provide workpapers showing cost 

calculations for the AWWS pension allocation under the 1971 and 

1989 service company contracts. 

34. In response to Item 124 of the Commission's August 4, 

1994 Order, Kentucky-American indicated that a detailed breakdown 

of service cost, interest cost, return on plan assets, gains and 

losses, and amortization of the transition obligation would be 

provided when available. Indicate the date the company expects the 

information to be available. 

35. In Case No. 92-452, Grubb's testimony, at page 26, states 

that a 12 percent increase in health insurance premiums, to be 

effective October 1993, was assumed in the calculation of the 

forecasted group insurance expense. What was the actual percentage 

increase in group insurance premiums in October 19931 Provide a 

schedule comparing Kentucky-American's actual increase in health 
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insurance premiums to its budgeted increase in health insurance 

premiums for each year from 1989 through 1992. 

36. The response to Item 122 of the Commission's August 4. 

1994 Order stated that the actual group insurance rates scheduled 

to become effective October 1994 would be provided as documentation 

for the projected 7.5 percent increase in 1994 group insurance 

premiums. What documentation does Kentucky-American plan to offer 

to support the 7.5 percent increase projected for October 19951 

37. On what basis did Towers Perrin adjust the medical trend 

rate Kentucky-American proposed in Case NO. 92-452 to the rates 

proposed in Case No. 94-1971 Explain in detail. 

38. Does Towers Perrin maintain that the medical trend rate 

approved by the Commission in Case No. 92-452 is inappropriate for 

measuring SFAS 106 cost? If yes, provide a detailed explanation 

for its position. 

39. Explain in detail why the Commission should reconsider 

the medical trend rates approved in Case No. 92-452. 

40. Refer to the response to Item 128 of the Commission's 

August 4, 1994 Order. Are any of the bargaining strategies 

reflected in the cost calculations of SFAS 106 costs in Case No. 

94-1971 

41. Provide a schedule comparing the cost to ratepayers from 

Kentucky-American earning a return on overfunded SFAS 106 costs and 

the benefits of the returns and gains on those funds. 

42. Calculate Kentucky-American's SFAS 106 costs using the 

following medical trend rate assumptions: 
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a .  Those used by the Commission in Case NO. 92-452. 

b. 

1 percent I n  oach yoar. 

Those usod by the Commission in Case NO. 92-452 plus 

c. The Avorngo Kontucky UtLlitios medical trond rates 

os shown on Exhibit JES-3, 

d. Those propoaod in Case No. 94-197 with the 1994 and 

1995 ratoo being decreased by 2 percent. 

For onch of the abovo calculations, show service cost, interest 

Cost, return on plan assets, gains and lOQEeSt and amortization of 

the transition obligation. Show those costs LIE allocated to 

Kentucky-Amcrican uolng both allocating methods used in tho 

response to tho Commission's August 4, 1994 Order, Item 129, pages 

17 and 34 of 6 2 ,  and show the allocation factors. For Service 

Company Coat, provide this information using nllocations under both 

the 1971 and 1989 contracts. 

43. R ~ f e r  to the roaponse to Item 92 of the Commission's 

Order dated August 4, 1994. 

a .  Is this information updated from the data originally 

provided in Exhibit CFP-1, Bchedules 4 and 6 1  If so, provide the 

updated lnformstion. If not, reconcile the market prices and book 

values shown ln Item 92 and Schedule 6 .  

b. Show a calculation of the DCF cost of equity for 

American Water Works using annual growth rates. 

44. Was the proposed 5.35 percent short-term debt cost rate 

calculated in the samo manner as the 4.55 percent cost rate that La 

currently approved for Kentucky-American? If not, why? 
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45 .  Refer to page 6 of Bruce E. Tillotson's Direct Testimony. 

Explain how a 38 percent common equity level compares favorably 

with water companies listed in Exhibit CFP-1, Schedule 2. 

46. Refer to the response to Item 34 of LFUCG'a Request No. 

1. Describe impacts specific to Kentucky-American as opposed to 

the proxy companies. 

47. Refer to Statement and Notice, Volume I, Exhibit 16, page 

23. Are the pre-tax interest coverage ratios calculated using the 

common equity and debt cost rates shown in paragrapho 2, 3, and 4 

of page 7 of that same exhibit? 

48. Why was a 5-year average of weather normalized sales used 

for the classes for which sales were normalized? Did Kentucky- 

American consider ueing any other period of time to calculate an 

average? Why? 

49. Refer to the Sales portion of the response to Item 3 of 

the Commission's June 27, 1994 Order. How often does Kentucky- 

American review existing building lots and plats and consult with 

developers, home builders, and engineers? Has it done so since its 

last rate case? Are these reviews and consultations documented? 

If so, provide copies. 

50. Workpapers 2-2.76 through 2-2.87 show monthly customers 

and water sales for 1988 through 1993. Provide, by class, monthly 

customers and water sales figures for the base period and the 

forecast period. 
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51. Provida tho water e r l o e  and customer hlatory data 

referred to I n  Mr. arubb's teetimony, pago 28, llnae 13-lGr for the 

years 1983 through 1987, 

5 2 .  lcor aaoh yaar of tho period 1903 through 1993 reforencad 

by Mr. Grubb for the review of cuotcmer and 6alea data, provide the 

average monthly residential uuage for tho 4-month period June 

through Beptomber, au well au the averago for Ootcbor through Moy 
of each year. 

53. For reasone anumerated in Mr. McKitriok'a and Mr. Harrie' 

taotimoniee, Kentucky-American is not propoaing to change ita 

existing rate design. Mr. Urubb'u weather normalization analyeie 

indicates that cortaln cuetomar claeeos exhlbit a greater 

correlatlon between ealee and weather conditions. Doe6 Ksntucky- 

American agreo that thooe claeeee are tho most appropriate ones to 

be billed oeasonal rates? Explain your roaponae? 

5 4 .  In Cage NO. 92-452, the Commleaion ordered Kuntucky- 

American to nialntain its billing records BO that uaagu inoremante 

could be aecertained and ueod to develop invertad block rates or 

seasonal rates. Kentucky-American hae not propoead any rate de5ign 

changes and its billing analysee included on Schedules M-3.1 and M- 

3.2 show total coneumption by cuetomor claua. Provide a full 

explanation of the amount of detail malntalned by Kuntucky-American 

in compliance with the Commiseionlu Ordur. 

5 5 .  Mr. MCKltrlck'E Bchedule 1 ehowe the potential Impact on 
earning0 of the implementation of inverted rate5 and u5e5 an 

"average" inverted rate of $ 3 . 0 0  par thousand. Do06 thia f igure  
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represent a tail block rate, an average of a tail block rate and 

another block rate, or something else? 

56. Kentucky-American is proposing to increase its existing 

rates for all customer classes by its approximate overall 

percentage increase. Explain how this is supported by the results 

of the cost-of-service study filed with Kentucky-American's 

application. 

57. The response to Item 145 of the Commission's August 4, 

1994 Order provided, by class, monthly customers and water sales 

figures for the base period and the forecast poriod. Is the 

information for the forecast period identical to the demand 

projections filed in Case No. 93-4347 If not, identify and explain 

any differences. 

58. Kentucky-American's Conservation Plan, page 17, states 

that a pilot retrofit program will be initiated in 1994 with o 

minimum of 300 homes. Provide a statue report. 

59. In response to Item 99 of the Commission's August 4, 1994 

Order, the assumption that weather does not impact industrial sales 

is listed. What is the basis for this assumption? 

60. The response to Item 100 of the Commission's August 4, 

1994 Order states that this model has been used by the Tenneesee 

PSC for a number of years. Did the Tennessee PSC order Tennessee- 

American Water Company to start using this model? If so, why? Has 

use of this model assisted Tennessee-American? If yes, how? 

61. The response to Item 131 of the Commission's August 4, 

1994 Order states that the Tennessee PSC has used the Weather 
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Normalization Model in several prior rate canes. Provide the 

sections of those rate cane orders that address the weather 

normalization model and any related iaoues. 

62. Refer to the response to Item 102 of the Commioaion'n 

August 4, 1994 Order, 

a. Provide the data to support Assumption No. 1. 

b. Explain the basis for conclusion NO. 3. 

63. What percentage of Kentucky-American's total revenue, 

under the proposed rates, is due to variable coots? 

64. What effect will the variable costs have on revenue 

stability i f  rates designed to encourage conservation (e.g. 

inverted rates, seasonal rates) are implemented? 

65. Does the arithmetical update to Exhibit 35 result in a 

fair allocation of costs among customer classes? 

66. Have demand characteristicn changed significantly since 

the cost-of-service study set out in Exhibit 35 was prepared? 

67. Would rates based on the cost-of-service study need to bo 

modified since the demand study for maximum day resulted in low 

demand factors, particularly for the residontial class? 

68. Would rates allocated according to tho costs shown per 

customer class in Exhibit 35(a) result in a more fair allocation of 

revenues than the proposed rates? Why? 

69. Did Kentucky-American consider designing its propoeed 

rates based on the costs assigned to the customer claeses shown in 

Exhibit 35(a)? If no, explain why not. 
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70. Wiklng into consideration low demand factors and the 

impact on Koiitucky-Amorloan'P customers oP any reassignment of 

couto among cuatoinor cla~aes, provide a schedule of rates that 

incorporatoo tho  reouita of Exhibit 351a). 

71. a ,  Whatporoontage of Kentucky-American's users llve in 

raoldontial group homes, dormltorlos, apartments or other types of 

hounlng In which water la billed to a non-resident ownor of the 

dwelling rnLhor than the users? 

b. What offoot would lnvorted rates or saasonal rates 

have on the conaumptlon patterns of these types oP users? 

Dono a t  PrenkPort, Kentucky, this 12th doy of Septanber, 1994. 

ATTEST I 

Bxecutivo Director 


